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1. COMMITTEE RECOMMENDATION 


The Committee on Foreign Relations has had under consideration 
the conventions listed below and recommends that the Senate give its 
advice and consent to their ratification: 

1. Convention with Japan relating to taxes on income (Ex. D, 
83d Cong., 2d sess.) 

2. Convention with Japan relating to taxes on estates, in- 
heritances, and gifts (Ex. E, 83d Cong., 2d sess.) 

3. Supplementary protocol with the United Kingdom of Great 
Britain and Northern Ireland relating to taxes on income (Ex. 
H, 83d Cong., 2d sess.) 


2. COMMITTEE ACTION 


Over a period of years the Department of the Treasury, in coopera- 
tion with the De »partme nt of State, has negotiated a series of double 
taxation conventions with certain foreign vovernments. These 
conventions hav e been negotiated in order to relieve American na- 
tionals, on a reciprocal basis, from paying taxes in the United States 
on incomes, inberitances, and gifts upon which they have been taxed 
in a foreign country. 

In addition to the double taxation conventions listed above, the 
pn also has pending before it the following conventions: 

. Convention with Belgium relating to taxes on estates 

mi successions (Ex. G, 83d Cong., 2d sess.). ; ' 
Notification from the Netherlands to extend, with certain 
limitations, the convention of April 29, 1948, relating to taxes 
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on income and certain other taxes, to the Netherlands Antilles 
(Ex. I, 83d Cong., 2d sess.). 

3. ae on double taxation with the Federal Republic of 
Germany (Ex. J, 83d Cong., 2 

The committee has not acted upon these conventions because they 
were received late in the session and it was felt that there should be 
opportunity for interested parties to study them before the committee 
acts upon them. 

The conventions with Japan and the United Kingdom, upon which 
favorable action is now recommended, were referred by the chairman 
to Mr. Colin F. Stam, chief of staff of the Joint Committee on Internal 
Revenue Taxation. ‘The committee felt that these conventions should 
be examined bearing in mind the relationship which they have to the 
tax law of the United States. 

Consideration was given to the holding of hearings on these con- 
ventions. In view of the report from Mr. Stam, which noted that, 
with two exceptions, the conventions here recommended for ratifica- 
tion are similar to past conventions, and noting that the committee 
files contain several letters in support of the pending conventions 
and indicate no opposition thereto, the committee decided that 
hearings were unnecessary. 

[It will be observed that the communication from the Joint Com- 
mittee on Internal Revenue Taxation calls-attention to the follow- 
ing ne . elements in these erie ntions: 

The provision in the Japanese income tax convention (art. 
XIV) which provides a credit age —_ tax of 25 percent to the 
Ame rican recipient of dividends from Japanese corporations. 

The liberalization of the student and business apprentice 
provisions with respect to income in the Japanese income tax 
convention. 

The increased personal exemption for Japanese residents 
in the United States. 

The inclusion of gift tax provisions in the convention with 
Japan relating to taxes on estates and inheritances. 

Consideration was given to these new provisions, and the com- 
mittee believes that they should be approved. 


2d sess.). 


3. ANALYSIS OF PENDING CONVENTIONS 


The communication from the Chief of Staff of the Joint Com- 
mittee on Internal Revenue Taxation is as follows: 


CONGRESS OF THE UNITED STATEs, 
Joint COMMITTEE ON INTERNAL REVENUE TAXATION, 
Washington, August 3, 1954. 
Hon. ALEXANDER WILEY, 
Senate Office Building, Washington, D. C. 


Dear Senator Witey: At your request, I have examined the following income 
tax conventions which are now pending before your committee: 
Convention with Japan relating to taxes on income (Ex. D, 83d Cong., 
2d sess.) 
Convention with Japan relating to taxes on estates, inheritances, and 
gifts (Ex. E, 838d Cong., 2d sess.) 
Supplementary protocol with the United Kingdom of Great Britain and 
Northern Ireland relating to taxes on income (Ex. H, 83d Cong., 2d sess.) 
The estate and gift tax convention with Japan closely parallels estate tax 
conventions which the Senate has previously approved with other countries. 
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The pending income tax convention with Japan contains the same objectives 
as other income tax conventions already in effect; namely, the elimination, insofar 
as possible, cf double taxation with respect to income, either by exemption in 
one of the countries or by the application of the credit principle, or both, and the 
establishment of a system of reciprocal administrative assistance between the tax 
authorities of the two countries. 

The proposed Japanese income tax convention, however, contains several 
features which are not contained in other conventions now in force. While these 
provisions will be discussed in detail in a supplementary memorandum, it is 
deemed desirable to bring several of these features, which may be controversial, 
specifically to the attention of your committee. For example, the convention 
provides for a credit against tax of 25 percent to the American recipient of 
dividends from Japanese corporations. The rationale of this credit is that the 
American shareholder has borne the tax burden of the Japanese corporate income 
tax imposed on the earnings and profits out of which the dividend is paid. (Under 
the convention, Japan also agrees not to impose any withholding tax on dividends 
going to American shareholders other than the Japanese corporate tax; at the 
present time, Japan imposes a 20-percent withholding tax on outgoing dividends 
which is reduced to 10 percent if the investment tends to further the Japanese 
economy.) The 25-percent tax credit on dividends from Japanese corporations 
will be available to the American recipient only if he includes in income the amount 
of the credit, i. e., 25 percent of the dividends received, as well as including in 
income the amount of the dividends received. It should be pointed out that this 
credit to alleviate the burdens of double taxation of corporate earnings is con- 
siderably larger than the 4-percent dividends received credit granted to individuals 
for dividends received from domestic corporations which is contained in H. R. 8300 
(as-passed by the Senate on July 29, 1954). It should also be pointed out that the 
credit is granted under the proposed treaty at a fixed percentage of 25 percent 
without regard to possible future variations in the Japanese corporate tax rate. 
Thus, if the Japanese corporate tax rate were reduced in the future to less than 
25 percent, the American recipient of dividends from a Japanese corporation 
would still be entitled to receive the 25 percent-credit against his United States 
income tax, 

The other unusual features of the proposed convention which should be called 
specifically to your committee’s attention relate to (1) the liberalization of the 
student and business apprentices rule, and (2) allowance of an increased personal 
exemption for Japanese residents (other than officers or emplovees of the Japanese 
Government) who are temporarily present in the United States. The first of 
these provisions permits a Japanese student who is temporarily present in the 
United States to be exempt from United States tax on any remittances from 
abroad, including payments by his Japanese employer. Under other conventions 
now in effect, this type of provision is usually limited to an exemption of remit- 
tances to cover the maintenance and support of the student and does not extend 
to wage or salary payments received from a foreign employer. Also, under the 
business apprentice provision, a Japanese employee of a Japanese corporation 
who is temporarily present in the United States for a period not to exceed 1 year 
will be exempt from tax on any compensation reeeived from his Japanese employer 
if the total compensation on an annual basis*dees not exceed $6,000. In contrast, 
the usual business apprentice provision in other treaties only exempts remittances 
received from abroad for purposes of maintenance of the business apprentice, 
rather than exempting his total wages. The convention also will give to a Japa- 
nese nonresident alien (other than an officer or employee of the Japanese Govern- 
ment) a limited increase in personal exemptions for his spouse and children who 
are present and living with him in the United States for any part of his taxable 
year. There are no similar provisions for increased personal exemptions for 
nonresident aliens in other tax conventions. In general, a nonresident alien is 
entitled only to a personal exemption for himself under the internal revenue laws. 

The supplementary protocol with the United Kingdom is intended to modify 
the provisions contained in the income tax convention with the United Kingdom 
for extending the provisions of the convention to the colonies, overseas territories, 
protectorates, or mandated territories of the contracting countries. This modi- 
fication is deemed necessary so that the provisions of the present convention may 
be extended with certain limitations on the application of the convention to the 
territories to which extended. These modifications are necessary to reflect the 
policies expressed by the Senate in approving tax conventions with other coun- 
tries subsequent to its approval in 1945 of the tax convention with the United 
Kingdom. 
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\ memorandum setting forth a detailed analysis of the provisions of the above 
proposed tax conventions will be submitted to your committee. This memo- 
randum will give particular emphasis to those provisions which depart from the 
customary provisions of other tax conventions now in force. 

Sincerely vours, 
Coun F. Stam, 
Chief of Staff. 


4. INCOME TAX CONVENTION WITH JAPAN 


Memorandum from the Joint Committee on Internal Revenue Taxation) 


The income tax convention with Japan has the general purpose of affording relief 
from double taxation resulting from the faet that the tax laws of the two countries 
imposed tax liability on different bases. It also establishes procedures for mutual 
administrative assistance between the fiscal authorities of the two countries. 
The convention does not contain any of the provisions which the Senate has 
previously deemed objectionable in its consideration of other tax treaties. Thus, 
the Japanese income tax convention does not contain any discrimination against 
the earnings of public entertainers, nor does it provide for exemption from United 
States tax of capital gains or accumulated earnings. The provision for collection 
of taxes by one of the contracting states for the other is limited to that necessary 
to insure that the benefits provided in the convention will not be enjoyed by 
persons not entitled thereto 

Corresponding to the principles of other income tax conventions, it is provided 
that an ¢ nterprise of one of the contracting countries will not be subj ct to tax 
by the other on its business profits unless it has a permanent establishment in the 
other state. Thus, the mere sale by a Japanese enterprise of its products in the 
United States will not subject the Japanese concern to tax on the profits from such 
sale unless the concern has a permanent establishment in the United States. 

A reciprocal exemption of shipping and aircraft operating profits 1s provided 

ler article V where the ships or aircraft are registered in one of the contracting 

untries or are registered in a third country which exempts from its tax shipping 


and aircraft operating profits of both Japan and the United States. The latter- 
type exemption is a new one which is not contained in other income-tax conven- 
tions now in effect At the present time, the exemption of earnings from the 


operation of aircraft will operate almost exclusively in favor of the United States. 
Tax on interest 

A reciprocal reduction to 15 percent of the rate of tax on interest is provided 
under article VI where the interest is received from sources within one of the 
contracting states by a resident, corporation, or other entity of the other con- 
tracting state not having a permanent establishment in the former. At the 
present time the Japanese withholding tax on outgoing interest is 20 percent 
except where the loan tends to further the Japanese economy in which case the 
withholding tax is 10 pereent. Thus, interest on most United States loans to 
Japanese enterprises will not be affeeted at the present time by this provision. 
A similar reciprocal reduction to a tax rate of 15 percent is provided in the cases 
of royalties from copyrights, artistic and scientific works, patents, designs, secret 
processes, trade-marks, and similar properties where the royalties are derived 
from sources within one of the countries by a resident, corporation, or other 
entity of the other country having no permanent establishment in the former 
country. ‘This provision specifically includes film rentals which are subject to 
a withholding tax of 20 percent under the Japanese income tax. As in the case 
of most other income-tax conventions, it is provided that a resident, corporation, 
or other entity deriving income from real property (other than interest from real- 
estate mortgages or real-estate bonds) or income from royalties derived from 
natural resources may elect to be subject to tax upon a net basis rather than upon 
the gross ineome from such sources. Where such an election is made, tax is 
imposed as though the resident, corporation, or other entity had a permanent 
establishment in the other country. 
Earned income 

Reeiproeal exemption of earned income (compensation for labor or personal 
services, including professional services) is provided, in article IX if an individual 
resident of one of the countries is temporarily present in the other. Where his 
compensation is derived from services performed as an officer or employee for a 
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corporation, resident, or other entity of his country of residence, the compensation 
is exempt without regard to amount provided his presence in the other country 
does not exceed 180 days during the taxable vear. In other cases (for example, 
amounts received by public entertainers of the United States from shows per- 
formed in Japan) the exemption is limited to a maximum amount of $3,000 (or 
the Japanese equivalent thereof) and to a maximum period of 90 days in the 
taxable year. 

A reciprocal exemption of compensation paid by one of the governments t 
its citizens who are otherwise subject to tax by the other government is provided 
in article X. The exemption does not apply, however, if the services are performed 
in connection with a trade or business carried on by the government for profit 
This latter limitation is similar to one contained in the income tax conventions 
with the United Kingdom, Ireland, and New Zealand. This exemption is ex 
pressiv made inapplicable to a citizen of one of the countries who has been admit- 


ted to the other country for permanent residence. Thus, no possibility exists of 
a conflict between these provisions of the convention with section 247 of the Immi 
gration and Nationality Act (Public Law 414, 82d Cong For example, a 


Japanese national would not be exempt from United States income tax on salary 
paid to him by the Japanese Government for services performed in the United 
States if he has been admitted to the United States for permanent residence. On 
the other hand, if sueh indivudual became a United States citizen, he would acquire 
exemption from United States tax on compensation paid to him by the Japanese 
Government; however, such cases of dual nationality would appear to be rare. 
This exemption of tax on compensation paid by one of the contracting govern 
ments should prove particularly important to United States citizens employed as 
technical experts by the United States Government for performing services within 
Japan where their employment is not of such a nature as to bring them within the 
diplomatic immunity. 

Exemption of compensation received by visiting professors or teachers is 
provided under article XI on a reciprocal basis in cases where the duration of 
the visit does not exceed 2 years and where the teacher or professor is present 
in the taxing country either under an exchange program or at the invitation of 
the taxing government or of an educational establishment therein. The latter 
limitation is similar to that contained in the income tax convention with the 
Netherlands and is somewhat stricter than similar provisions contained in other 
tax treaties. 


Students and business apprentices 


The provision contained in article XII dealing with the exemption of certain 
amounts received by students and business apprentices represents a liberalized 
version of similar provisions contained in other income tax conventions. Thus, 
a resident of one of the contracting countries who is temporarily present in the 
other country solely as a student is exempt from tax by the other country on 
any remittances from abroad, including any payments received from his employer 
abroad. In most other income tax conventions, the student would only be 
exempt on remittances made as a gift or made specifically to provide for his 
maintenance. Article XII also provides that the recipient of a grant from a 
charitable, etc., organization of one of the contracting countries while temporarily 
present in the other country will be exempt from tax by such other country on 
the grant (unless the grant is in the nature of compensation for personal services) 
This provision makes no change in the United States income tax treatment, but 
would affect treatment under the Japanese income tax since the Japanese income 
tax extends to gifts. This provision is similar to those contained in other treaties 
now in effect. Under paragraph 3 of article XII an exemption not found in other 
income tax conventions is provided. Under this provision, exemption is extended 
on a reciprocal basis to a resident employee of an enterprise (or charitable, ete., 
organization) of one of the contracting countries who is present for not more than 
1 year in the other country to acquire technical, professional, or business experience 
in the other country. The exemption is limited to eases where the annual com- 
pensation paid by the employer does not exceed $6,000, or the Japanese equivalent 
in yen. This provision, because of the dollar limitation, would appear to be of 
more benefit to Japanese employees temporarily present in the United States 
than to United States employees temporarily present in Japan. 


Sources of income 

Under article XIII rules respecting the source of income are specifieally pro- 
vided. In general, these source rules are derived from the source rules contained 
in the United States Internal Revenue Code. While specific provision for source 
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rules has become a familiar part of estate tax conventions, this treaty is the first 
income tax convention to provide detailed source rules. The only departures 
from the source rules contained in the United States internal revenue laws and 
regulations are found in the rules relating to dividends and interest. The de- 
partures here are of a technical nature and are intended principally to liberaliz 
the foreign tax credit provisions contained in article XIV. For example, it is 
provided that interest paid by one of the contracting countries (including a local 
government or enterprise not having a permanent establishment in the other 
country) is to be treated as income from sources within the country where the 
interest is paid Thus, interest paid on United States Government securities 
would be regarded as income from sources within the United States, even though 
under Japanese law such interest might be regarded as derived from sources 
within Japan where the securities result from investments made from deposits it 
banks located within Japan. 
Tax credit provisions 

The principal method for preventing double taxation, other than the exemptions 
or reduction in tax rates provided in other articles of the treaty, is contained it 
article XIV. This provision gives recognition by treaty to the foreign tax credit 
provisions of the tax laws of the respective countries. In this respect, it is similar 
to provisions of income tax conventions now in force. The article contains 
however, two novel provisions. The first of these provisions relates to the foreign 
tax credit under the Internal Revenue Code of the United States for interest 
received from a United States enterprise with a permanent establishment in 
Japan. It is provided that interest received from such an enterprise (arising from 
a debt connected with the business of the permanent establishment) will be treated 
as income from sources within Japan to the extent it is so treated under Japanes« 
law. Thus, where a United States enterprise has a branch in Japan and, pays 
interest on loans (the proceeds of which are employed in the operation of the 
branch), the interest so paid will be deemed interest from sources within Japan to 
the extent that the proceeds of the loan are utilized in operating the Japanese 
branch. As aresult, any Japanese tax imposed on such interest would be entitled 
to foreign tax credit under United States tax laws; whereas, without this provision 
of the treaty, such interest would be deemed derived from sources within the 
United States and would thus not be entitled to a foreign tax credit for any Japa 
nese income tax imposed thereon 
Tax on divide nds 

The other unique feature of article XIV is the provision that the United States 
recipient (including a citizen, resident, corporation or other entity of the United 
States) of a dividend from a Japanese corporation shall be deemed to have paid 
Japanese income tax in amount equal to 25 percent of such dividend and will be 
entitled to a foreign tax credit under the pertinent provisions of the Internal 
Revenue Code in respect of such tax, provided that the recipient also includes in 
gross income the amount of the tax thus deemed to have been paid. To furnish 
a simple illustration of the effect of this provision, assume that a United States 
citizen receives a dividend of $100 from a Japanese corporation. Under the 
treaty provision, he will be deemed to have paid Japanese income tax of $25 on 
this dividend (representing, in effect, the corporate tax burden borne by the earn- 
ings out of which the dividend is paid). He will then be entitled to a foreign ‘tax 
credit of $25 against his United States income tax provided that he includes 
$25 as well as the amount of the dividend in his gross income. Thus, assuming 
that his effective United States tax is 50 percent, in respect of the dividend from 
the Japanese corporation, he would include $125 in gross income, pay tax thereon 
of $62.50 against which he would apply a foreign tax credit of $25. This provision 
is somewhat similar to article XIII of the income tax convention with the United 
Kingdom except that under that convention, credit is permitted (on a similar 
“grossing up”’ basis) for the United Kingdom tax deemed under its laws attributa- 
ble to the dividend; whereas, under this provision of the proposed Japanese con- 
vention, the credit is established at a fixed percentage of 25 percent. The basis 
for setting the credit at 25 percent is that 25 percent approximates the amount 
necessary to equalize the tax burden between income which has been taxed at 
both the corporate and shareholder levels and income which has been taxed at 
only the individual level under the prevailing Japanese individual and corporate 
income tax rates. 

Article XIV further provides that Japan will impose no tax on the United 
States recipient (unless the recipient is a Japanese resident or has a permanent 
establishment in Japan) with respect to dividends other than the corporate tax 
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imposed on the earnings and profits out of which the dividends are paid. This 
provision is a unilateral concession on the part of Japan, and, in effect, grants to 
the United States recipient (except as noted above), with respect to dividends, 
& complete exemption from the Japanese tax at the shareholder level. 
Exemption for charitable organizations 

Charitable, etc., organizations of one of the contracting countries are specifically 
exempted from tax in the other country under article XV to the extent provided 
under the laws of the other country. This provision corresponds to provisions 
contained in the income-tax conventions with Canada and with the Union of 
South Africa. Thus, a charitable foundation organized in Japan would be exempt 
from United States income tax on its income from United States sources, except 
to the extent it would be denied exemption under the internal revenue laws, such 
as the unrelated business income provisions. This provision should prove of 
especial benefit to United States charities operating in Japan if the Japanese laws 
are amended to provide an exemption in accord with the spirit of this treaty 
provision. Under existing Japanese tax laws, a charitable organization is deemed 
to derive taxable income from contributions made to it. 


Exemptions for Japanese nonresident aliens 


The provisions of article XVI are not found in other tax conventions now in 
effect. This article allows to a Japanese nonresident alien living in the United 
States (other than an officer or employee of the Japanese Government) an 
additional personal exemption for his spouse and for each of his children provided 
that they are present in the United States and residing with him at any time during 
the taxable year. The credit may not exceed, however, that part of the credit 
otherwise allowable which his gross income from sources within the United States 
for the taxable year bears to his entire gross income for the year. Under the in- 
ternal revenue laws, a Japanese nonresident alien would be allowed only one 
personal exemption. Thus, this provision liberalizes the present exemption pro- 
visions but does not accord the Japanese nonresident alien all of the possible 
personal exemptions to which a United States citizen might be entitled. On the 
other hand, the treaty provision grants to a United States citizen who is resident 
in Japan the same exemptions for dependents as are granted to a national in Japan 
who is resident there. 


Other provisions 


The provision for exchanging of information between the fiscal authorities of 
the contracting states is limited to that necessary to carry out the provisions of 
the convention and to prevent fraud or tax avoidance. 

In addition to the above-described provisions, the convention contains articles 
similar to those of other conventions, such as the article describing the taxes 
which are subject to the convention, an article containing definition of terms, 
articles setting forth limited provisions for collection of taxes of the other con- 
tracting state, appeal from double taxation, safeguarding of the diplomatic exemp- 
tions and a general provision that the convention shall not restrict any exemption, 
deduction, or credit otherwise accorded by the laws of the contracting countries. 

As in other conventions, it is provided that the convention shall be effective with 
respect to taxable years beginning on or after the Ist day of January of the calen- 
dar year in which the exchange of the instruments of ratification takes place. It 
is also provided that either of the contracting countries may terminate the con- 
vention after a period of 5 years with termination to be effective not earlier than 
6 months after the giving of notices of such termination. 

The memorandum which accompanies the convention is intended to resolve 
questions of interpretation as to the interrelation of certain of the provisions. 
Without the memorandum, article XIV might be construed to defeat the exemp- 
tion provided in articles X (1), XI, and XII. Thus, article XIV provides that 
each of the countries in determining tax on its residents may tax all income sub- 
ject to tax under its laws without regard to the other provision of this convention. 
The manner in which this proviso could be construed to deny the exemption pro- 
vided in other articles can be shown by the following example: Under Japanese 
tax law, an individual becomes a Japanese resident after the expiration of 1 year. 
Hence, under article XIV Japan could tax a United Sates professor who taught in 
Japan under an exchange program for more than 1 year (but not more than 2 
years) even though the professor’s remuneration from teaching in Japan would be 
exempt under article X1. 

The effect of the memorandum is to resolve this conflict by making the pro- 
visions of the exempting article (art. XI in the example) paramount in such cases. 
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However, the memorandum specifically provides that neither country is to be 
precluded from taxing its own nationals or citizens by reason of the exemptions 
provided in articles XI and XII. Thus, in the example, the professor’s salary 
would still be subject to United States income tax (but not Japanese income tax 
unless specifically exempted by provisions of the internal revenue laws of the 
United States 


5. ESTATE AND GIFT TAX CONVENTION WITH JAPAN 
(Memorandum from the Joint Committee on Internal Revenue Taxation) 


The estate and gift tax convention with Japan is a new type of treaty since it 
combines for the first time a gift tax and an estate tax convention. The United 
States has estate tax conventions in effect with Canada, United Kingdom, France, 
Norway, South Africa, Switzerland, Finland, Ireland, Greece, and Australia. A 
gift-tax convention is now in effect between the United States and Australia 
This convention, however, is the first dual estate and gift-tax convention. There 
appear to be no significant departures in this convention from the usual type of 
provisions which the Senate has approved in estate tax treaties now in effect 


Differences in United States and Japanese tax laws 


As in the case of other estate tax conventions, the proposed convention i 
intended to alleviate the burden of double taxation and to prevent fiscal evasion 
with respect to taxes on estates, inheritances, and gifts The proposed estate 
and gift convention with Japan is of special importance in carrying out these 
objectives because the differences in jurisdictional application of the death duties 
and gift taxcs of the two countries are more likely to result in double taxation 
than in the case of most other countries. The jurisdiction to tax under the 
Japanese inheritance and gift taxes is based upon (1) the domicile in Japan of the 
heir, devisee, legatee, or donee, or (2) the situs of property in Japan. This juris 
dictional application arises from the fact that the Japanese inheritance tax is 
levied against the heir, devisee, or legatee and is imposed upon the receipt of the 
inheritance, devise, or bequest. This differs from the United States estate tax 
which is levied against the decedent’s estate and is imposed generally upon the 


property transferred at death Similarly, the Japanese gift tax is a tax levied 
iwainst the —— and is imposed upon the total gifts received by the donee during 
the taxable ar, whether from one or more donors This differs from the United 
States gift te ax whic h is impos sed upon the donor and which takes into account gifts 
received in prior vears in the computé ition of the taxable base. On the other 


hand, jurisdiction to tax under the United States estate and gift taxes is based 
upon (1) the United States citizenship of the decedent or donor, (2) domicile in 
the United States of the decedent or donor, or (3) situs of property in the United 
States These differences in jurisdiction to tax between the two countries can 
result in both countries imposing death duties or gift taxes on the same transfer 
of property. 


Credit Provisions 


The principal method of achieving relief from the burden of double taxation is 
provided by allowance of credits under article V. This provision is similar to 
provisions contained in other estate-tax conventions now in effect. It provides 
for a credit to be allowed by the country which imposes tax on property situated 
outside that country for the tax imposed by the other country with respect to the 
property situated in such other country. The amount of eredit may not a 
the portion of the tax imposed by the crediting country which is attributable 
such property. 

Credit is also provided where each of the countries imposes tax by reason of 
the nationality or domicile of the decedent, donor, or beneficiary with respect 
to property which is situated at the time of the transfer outside of both countries. 
In such eases, credit is allowed for the lesser of the two taxes imposed with respect 
to such property, the credit being apportioned between the two countries on the 
basis of the portion of such tax which the tax of the crediting country (attributable 
to such property) bears to the sum of the taxes of both countries (attributable 
to such property). A similar allocation of credit for the lesser tax is also allowed 
with respect to property taxed by both countries when the property is deemed 
(1) by each country to be situated in its own territory, or (2) by one country to be 
situated in either country and by the other to be situated outside both countries, 
or (3) by each country to be situated in the other country. The second of the 
above situations is a provision which has not been contained in other estate tax 
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conventions now in effect. This situation could arise, for example, where the 
property deemed subject to tax by both countries would be considered under the 
United States estate of gift tax laws to be situated in Japan but tax would be 
imposed because the decedent or donor was domiciled in or a citizen of the United 
States. Japan, on the other hand, might construe the property to be situated 
outside both Japan and the United States but would impose tax beeause of the 
domicile of the beneficiary within Japan 

Article V also provides for the relationship of evedits authorized by the con- 
vention and credits authorized by the statutes of the contracting countries. It 
is specifically provided that credit may be taken either under the statute or under 
the convention, whichever is greater, but that a double credit may not be taken 
It is also provided that the credit under the convention is to be computed after 
allowance has been made for other credits againxt tax under the respective statutes 
of the contracting countries. For example, the credit under the convention for 
Japanese inheritance taxes would be applied against the United States estate tax 
onlv after allowance of anv credit for state death duties. 

Credit against the death duties imposed by one of the countries is allowable 
only for death duties by the other country (within the limitations imposed by 
the credit provisions) and no credit may thus be taken against the death duties 
imposed by one country for any gift taxes imposed by the other country. Simi- 
larly, credit may not be taken against one country’s gift tax for estate or inheri- 
tance taxes paid to the other country. 

A limitation period of 5 years from the due date of the tax is also provided in 
article V for the allowance of any credit thereunder. Final allowance of the credit 
is denied until the tax for which the credit is claimed has been paid. Payment of 
interest on any refund resulting from the allowance of the credit is denied under 
the convention unless specifically authorized under the law of the crediting country. 


Prorated allowances 


Where one of the contracting countries imposes tax solely by reason of the situs 
of property within the country, article IV provides for a prorated allowance of 
any specific exemption which would otherwise be allowable under its laws if the 
decedent or donor (in the case of the United States) or the beneficiary (in the case 
of Japan) had been a national of or domiciled in the country so imposing the tax. 
This provision is similar to provisions contained in other estate tax conventions 
now in effect. It liberalizes the specific exemption of $2,000 which is provided 
under the United States estate tax laws for estates of nondomiciliary alien de- 
eedents. It also grants a limited exemption to a nondomiciliary alien donor 
where no exemption is presently permitted under the United States gift tax. 
The amount of the specific exemption is limited to the proportion of the exemption 
which the value of the property situated in the country imposing tax (and which is 
subject to the tax of both countries or would be so subject except for a specific 
exemption) bears to the value of the total property which would be subject to the 
tax of such country if the decedent, donor or beneficiary had been a national of or 
domiciled in such country. 


Situs 


The rules for determining situs of property which are contained in article III 
correspond to similar provisions contained in other estate tax conventions. The 
situs rules are useful in ascertaining the property that may be included for purposes 
of tax where jurisdiction to tax is based upon the situs of property within the 
taxing country. The situs rules also have significance for purposes of ascertaining 
the credit allowed under Article V. As in other estate tax conventions, it is 
provided that situs of shares of stock of corporations shall be deemed situated 
at the place where the corporation was created or organized. Similarly, it is 
provided that debts (including bonds, promissory notes, bills of exchange, bank 
deposits and insurance, except bonds or other negotiable instruments in bearer 
form) are deemed situated at the place of residence of the debtor. In the case 
of bonds or other negotiable instruments in bearer form, the situs of such property 
is determined in accordance with the laws of the contracting country imposing 
tax on the basis of situs of property; where neither of the contracting countries 
imposes tax on that basis, it is deemed situated under the applicable laws of each 
country. 

Other provisions 
In addition to the above provisions, the convention contains the customary 


provisions dealing with (1) definition of the taxes subject to the convention; 
(2) definition of terms used in the-convention; (3) provision for reciprocal exchange 
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of information between the fiscal authorities of the two countries; and (4) pro- 
visions for facilitating appeals for relief from double taxation. The provision for 
collection of the taxes of the other country is limited to those measures necessary 
to insure that the credit or other benefits provided under the convention will not 
be enjoyed by persons not entitled thereto. This collection provision is in the form 
which has been previously approved by the Senate in other treaties. It is also 
specifically provided that the right of diplomatic officials to other exemptions is 
not to be affected and that the provisions of the convention are not to be construed 
so as to increase the tax imposed by either country. 

The effective date of the convention is the day of the exchange of the instru- 
ments of ratification; the convention will apply to estates and inheritances of 
persons dying on or after that date and to gifts made on or after that date. The 
convention is to remain in effect for a period of 5 years but may be sooner termi- 
nated upon the giving of at least 6 months’ notice. 


6. SUPPLEMENTARY PROTOCOL WITH THE UNITED KINGDOM 
(Memorandum from the Joint Committee on Internal Revenue Taxation) 


The supplementary protocol with the United Kingdom would permit either 
the United States or the United Kingdom to extend the income tax convention 
between the two countries to all or any of its territories for whose international 
relations it is responsible. The income tax convention now in effect between 
the two countries was signed on April 16, 1945, and was modified by a supplemen- 
tary protocol signed on June 6, 1944. Subsequently, in its consideration of the 
income tax conventions with Denmark and Ireland, the Senate expressed its dis- 
approval of certain provisions in those treaties which would have provided ex- 
emption from United States tax of capital gains and of the tax on accumulated 
earnings. Provisions of this nature are contained in the United Kingdom treaty. 

The pending supplementary protocol is intended to make possible the exten- 
sion of the United Kingdom treaty to various territories of the United Kingdom 
but in a modified form so that provisions which the Senate has indicated that it 
found objectionable in subsequent treaties can be omitted from the extension. 
Thus, the supplementary protocol would amend paragraph (1) of article XXII 
of the 1945 convention which set forth a procedure for extension of the treaty to 
overseas territories of the contracting countries. Under that procedure, the 
eountry seeking extension of the treaty to all or any of its overseas territories is 
required to give notice of its desire for such extension. In the absence of a specific 
rejection by the other country within 60 days following such notification, the treaty 
in its entirety would be automatically extended. The pending protocol (1) 
eliminates any specific time limitation for acting upon a notification of extension; 
(2) provides that any provisions of the treaty may be modified or deleted in the 
extension; and (3) provides that no extension is effective until formally accepted 
by the country receiving the request for extension. 

In a letter addressed to the President of the United States from the Acting 
Secretary of State, dated June 12, 1954 (see Ex. H, 83d Cong., 2d sess.), it is stated 
that if the pending protocol is adopted, any request thereunder for extension of the 
treaty to any of the British colonies or territories will be communicated to the 
Senate for its consideration and approval and that formal notification of accept- 
ance of the request for extension will not be made unless and until the Senate 
gives its approval of the request. 

O 





